AUDITOR 

SOUTH 


-GENERAL 

AFRICA 


The accounting officer 
Nkomazi Local Municipality 
Private Bag XX 101 
Malelane 
1320 


30 November 201 1 


Reference: 07464REG10/1 1 


Dear Sir 


Report of the Auditor-General on the financial Blatements and other legal and regulatory 
Kity-i-km^-vi I iuiiinS/«!noiif-\/ f/\r ^ho year ended 30 June 2011 


3 ral is submitted herewith in terms of section 


requirements of Nkomazi Local Municipality for 

1 . The above-mentioned report of the Auditor-Gen^ — 

21(1) of the Public Audit Act of South Africa read in conjunction with section 188 of the 
Constitution of the Republic of South Africa section 121(3) of the Municipal Finance 
Management Act of South Africa (MFMA). 


2. 


3. 


4. 


In terms of section 121(3) (municipality) of the w 
report in the municipality’s annual report to be t£ 


Until the annual report is tabled as required by 
not a public document and should therefore be 


section 127(2) of the MFMA the audit report is 
treated as confidential. 


Prior to printing or copying the annual report whjch will include the audit report you are required 
to do the following: 


Submit the final printer’s proof of the annual 
Auditor-General of South Africa for verificati4 
report and for confirmation that the financial 
documents that have been read and audited 
references in your report, since an incorrect 


report to the relevant senior manager of the 
n of the audit-related references in the audit 
statements and other information are those 
Special care should be taken with the page 
■eference could have audit implications. 


5. 


6 . 


• The signature Auditor-General in the hand\|i^riti 
report at the end of the hard copy of the audjt 
to print the report. This signature, as well as 
General of South Africa’s logo, should appear 
that is provided to you. The official logo will 

Please notify the undersigned Senior Manager \a 
report containing this audit report will be tabled. 

Your cooperation to ensure that all these require 


FMA you are required to include the audit 
bled. 


iting of the auditor authorised to sign the audit 
report should be scanned in when preparing 
he place and date of signing and the Auditor- 
at the end of the report, as in the hard copy 
made available to you in electronic format. 


be 


ell in advance of the date on which the annual 


Tients are met would be much appreciated. 


Audiling lo build public confidence 


Auditor-Genera! of South Africa 

vAVW.agsQ.co.za 


Kindly acknowledge receipt of this letter. 


Yours sincerely 



Phetego Mokgope 

Senior Manager: Mpumalanga 

Enquiries: Amit Bansal 

Telephone: (013)756 0800 

Fax: (013) 756 0879 


REPORT OF THE AUDITOR-GENERAL TO tH 
LEGISLATURE AND THE COUNCIL ON THE 


= MPUMALANGA PROVINCIAL 
KOMAZI LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 
Introduction 
1. 


pos 


I have audited the accompanying financial si 
which comprise the statement of financial 
financial performance, statement of changes 
the year then ended, and a summary of sign 
explanatory information, as set out on pages 


;t|atements of the Nkomazi Local Municipality, 
ition as at 30 June 201 1 , and the statement of 
in net assets and statement of cash flows for 
ificant accounting policies and other 

XXX to XXX. 


Accounting officer’s responsibility for the fiji^ncial statements 
2 . 


The accounting officer is responsible for the 
financial statements in accordance with South 
Accounting Practice (SA Standards of GRAP) 
Finance Management Act of South Africa, 2Ci 
internal control as management determines 
statements that are free from material misstalt' 


Auditor-General’s responsibility 


3. 


As required by section 188 of the Constitutibtp 
No. 108 of 1996) and section 4 of the Public 
2004) (PAA), my responsibility is to express 
on my audit. 


4. 


preparation and fair presentation of these 
African Standards of Generally Recognised 
and the requirements of the Municipal 
03 (Act No. 56 of 2003) (MFMA), and for such 
rjiecessary to enable the preparation of financial 
ement, whether due to fraud or error. 


of the Republic of South Africa, 1996 (Act 
Audit Act of South Africa, 2004 (Act No. 25 of 
tin opinion on these financial statements based 


I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether tpe financial statements are free from material 
misstatement. 


An audit involves performing procedures to bl 
disclosures in the financial statements. The 
judgement, including the assessment of the 
statements, whether due to fraud or error. In 
considers internal control relevant to the entiti' 
financial statements in order to design audit p 
circumstances, but not for the purpose of expn 
entity’s internal control. An audit also includes 
policies used and the reasonableness of acco 
well as evaluating the overall presentation of 


!)tain audit evidence about the amounts and 
procedures selected depend on the auditor’s 
risks of material misstatement of the financial 
making those risk assessments, the auditor 
’s preparation and fair presentation of the 
•ocedures that are appropriate in the 
essing an opinion on the effectiveness of the 
evaluating the appropriateness of accounting 
unting estimates made by management, as 
financial statements. 


tie' 


6. 


I believe that the audit evidence 
basis for my audit opinion. 


have obtain<}d is sufficient and appropriate to provide a 


e nt fairly, in all material respects, the financial 
as at 30 June 2011, and its financial 
en ended in accordance with SA Standards of 


Opinion 

7. In my opinion, the financial statements pre^ 
position of the Nkomazi Local Municipality 
performance and cash flows for the year th 
GRAP and the requirements of the MFMA. 

Emphasis of matters 

8. I draw attention to the matters below. My opiiion is not modified in respect of these 
matters: 


Restatement of corresponding figures 

9. As disclosed in note 41 to the financial stat 
30 June 2010 were restated as a result of bn 
30 June 2011 in the financial statements of 


Unauthorised expenditure 

10. As disclosed in note 45 to the financial statei 
R89 394 146 was incurred due to an oversp 
municipality’s approved budget. 


Fruitless and wasteful expenditure 

1 1 . As disclosed in note 46 to the financial stat^ 
R3 714 281 was incurred due to payments 

Irregular expenditure 

12. As disclosed in note 47 to the financial state 
was incurred due to non-compliance with sli 


Material losses 

13. As disclosed in note 21 to the financial stat4 
incurred due to electricity losses. 


1 pac)' 


m 


REPORT ON OTHER LEGAL AND REGULATpRY REQUIREMENTS 

14. In accordance with the PAA and in terms of _ 

Government Gazette 33872 of 15 Decembe^ 
annual performance report as set out on , 
with laws and regulations applicable to the 

Predetermined objectives 

Presentation of information 

15. The reported performance against j 
following criterion: 


tpents, the corresponding figures for 
error noted during the year ended 
e municipality. 


th 


nents, unauthorised expenditure of 
ending on the total amount appropriated in the 


ments, fruitless and wasteful expenditure of 
b" work not done. 


nients, irregular expenditure of R19 062 401 
pply chain management (SCM) requirements. 


rrients, material losses of RIO 935 754 were 


eneral Notice 1111 of 2010 issued in 
2010 , 1 include below my findings on the 
s XXX to XXX and material non-compliance 
nicipality. 


predetermined objectives was deficient in respect of the 


Performance against predetermined objectives was not reported using the National 
Treasury guidelines. 


16. The following audit finding relates to the above criterion: 


Reasons for major variances between pla 
provided in report on predetermined objedti 


i^ned and actual reported targets not 
ives 


• Adequate explanations for major variance;: 
targets for the objectives were not providetJ 
reporting guidance. None of the reported 

Usefulness of information 


between the planned and the actual reported 
, as required in terms of the relevant 
targets with major variances were explained. 


17. The reported performance information was deficient in respect of the following criteria: 

• Consistency: The reported objectives, indicators and targets were not consistent with the 
approved integrated development plan. 

• Measurability: Indicators were not well defined and verifiable, and targets were not 
specific, measurable and time bound. 

18. The following audit findings relate to the above criteria: 

Reported objectives, indicators and targets not consistent when compared to 
planned objectives, indicators and targets 


included in the report on predetermined ob 
Changes to planned objectives, indicators 
• Different objectives, indicators and targets 


were reported on, compared to those 

approved in the integrated development plan. These different objectives, indicators and 
targets were not included in the approved or adjusted budgets. 

Changes to planned objectives, indicators and targets not disclosed in report on 
predetermined objectives 

Changes to the objectives, measures and targets in the approved annual performance 


plan were not disclosed and explained, as 
Treasury preparation guide. 

Planned and reported targets not specific. 


• For the selected objectives, 32% of the pjained and reported targets were not: 

specific in clearly identifying the nature and the required level of performance 
measurable in identifying the required performance 
time bound in specifying the time period or deadline for delivery. 

Reliability of information 

19. The reported performance information was deficient in respect of the following criteria: 

• Validity: The reported performance did not Dccur and does not pertain to the entity. 


The reported performance against predetermined objectives, indicators and targets was 
not consistent with the approved integrated development plan. 

The actual achievements with regard to 28% of all planned objectives, indicators and 
targets specified in the integrated development plan for the year under review were not 


ectives submitted for audit purposes, 
and targets not approved 


required in terms of the relevant National 


measurable and time bound 



Accuracy: The amounts, numbers and oth 
were not recorded and reported appropri 


ately. 


rts 


• Completeness: All actual results and eve 
been included in the reported performancfe 

20. The following audit finding relates to the abo>'e criteria: 


The corroborating evidence did not agree 
variances between planned and actual re| 


with the reported explanations for major 
borted targets 


• Corroborating evidence provided as a basi 
between the planned and the actual repor 
the reasons for the variances reported. 

Compliance with laws and regulations 

Annual financial statements 

21 . The financial statements submitted for auditiri 
accordance with the requirements of section 
capital assets, current assets, liabilities, reveji 
identified by the auditors were subsequently 
receiving an unqualified audit opinion. 

Expenditure management 

22. The municipality did not recover unauthorisec 
expenditure from the liable person, as required 


g were not prepared in all material respects in 
122 of the MFMA. Material misstatements in 
ue, expenditure and disclosure items 
Corrected, resulting in the financial statements 


23. The accounting officer did not take reasonabi 
well as fruitless and wasteful expenditure, as 


Procurement and contract management 

24. Goods and services with a transaction value 
procured without obtaining written price quot 
providers, as per the requirements of SCM 


25. Quotations were accepted from prospective 
prospective providers and who did not meet 
policy, in contravention of SCM Regulations 


26. Awards were made to suppliers who did not s 
the state or their relationship to a person emp 
SCM Regulation 13(c). 


27. The preference point system was not applied 
above R30 000, as required by section 2(a) o 
Framework Act of South Africa, 2000 (Act No 
Regulation 28(1 )(a). 


er data relating to reported actual performance 


that should have been recorded had not 
information. 


s for the explanations for major variances 
ed targets did not agree in all instances with 


irregular as well as fruitless and wasteful 
by section 32(2) of the MFMA. 


steps to prevent unauthorised, irregular as 
required by section 62(1 )(d) of the MFMA. 


between RIO 000 and R200 000 were 
ations from at least three different prospective 
Regulation 17(a) and (c). 


providers who were not on the list of accredited 
the listing requirements prescribed by the SCM 
16(b) and 17(b). 


; jbmit a declaration on their employment by 
oyed by the state, as per the requirements of 


n all procurement of goods and services 
if the Preferential Procurement Policy 
5 of 2000) (PPPFA) and SCM 


28. Awards were made to suppliers based on pn 
accordance with the requirements of the PF 


eference points that had not been calculated in 
and its regulations. 


PFAi 


29. The municipality did not implement an SCM 
MFMA. 


)olicy, as required by section 11 1 of the 


30. 


per: 


Awards were made to providers who were 
whose directors and principal shareholders! w 
in contravention of SCM Regulation 44. Furtf 
they were in the service of the municipality, 


31. 


32. 


Awards were made to providers who were [!)i 
or whose directors and principal shareholders; 
institutions, in contravention of the requirerr^ 


Persons in the service of the municipality whC' 
contracts awarded by the municipality failed 
Regulation 46{2)(e) and the code of conduct 
Municipal Systems Act of South Africa, 2000 


33. 


a3 


sons in the service of the municipality or 
ere persons in the service of the municipality, 
ermore, the providers failed to declare that 
required by SCM Regulation 1 3(c). 


qrsons in the service of other state institutions 
were persons in the service of other state 
ehts of SCM Regulation 44. 


had a private or business interest in 
disclose such interest, as required by SCM 
or staff members issued in terms of the 
Act No. 32 of 2000) (MSA). 


Persons in the service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such interest, 
as required by SCM Regulation 46(2)(e) and the code of conduct for staff members issued 
in terms of the MSA. The providers also failed to declare their relationship to persons 
employed by the municipality as per the reqtiii’ements of SCM Regulation 13(c). 


d a private or business interest in contracts 
process relating to that contract, contrary to 


34. SCM officials whose close family members h4 
awarded by the municipality participated in th 
the requirements of SCM Regulation 46(2)(f). 

Transfers and conditional grants 

35. The allocation of the municipal infrastructure grant was utilised for purposes other than 
those stipulated in the respective schedules ot gazetted in the Division of Revenue Act of 
South Africa, 201 0 (Act No. 1 of 2010) (DoRA)| 1 
requirements of section 15(1) of DoRA. 


Budget 

36. Unforeseeable and unavoidable expenditure n 
incurred but was then not appropriated in an a 
section 29(2)(d) of the MFMA. 


ot provided for in the annual budget was 
(ljustment budget, as required by 


INTERNAL CONTROL 
37. 


Gen 


In accordance with the PAA and in terms of 
Government Gazette 33872 of 15 December 2^ 
my audit, but not for the purpose of expressing 
control. The matters reported below are limited 
the findings on the annual performance report 
and regulations included in this report. 


framework, in contravention of the 


era/ Notice 1111 of 2010 issued in 
10 , 1 considered internal control relevant to 
an opinion on the effectiveness of internal 
to the significant deficiencies that resulted in 
and the findings on compliance with laws 


Leadership 

38. The accounting officer did not exercise oversight responsibility over financial and 
performance reporting, compliance with lav 


3\jV! 


ji and regulations as well as internal control. 


39. Actions were not taken to address risks relating to the achievement of complete and 
accurate financial and performance reportihci. 


40. The systems were not documented in the po 
of the monitoring process were not routinely 


icy and procedures manual, while the results 
communicated to all managers and staff. 


Financial and performance management 

41 . Pertinent information was not identified and cjaptured in a form and time frame to support 
financial and performance reporting. 

42. Requested information was not available aitid supplied without any significant delay. 

43. The municipality did not have competent individuals who understood the financial reporting 
framework and performance management rei^uirements. 

44. Manual or automated controls were not designed to ensure that the transactions had 
occurred, were authorised, and were compiptsly and accurately processed. 

Governance 


45. Ongoing monitoring and supervision were not 
effectiveness of internal control over financial 


undertaken to enable an assessment of the 
and performance reporting. 


Nelspruit 

30 November 2011 





AUDITOR-GEMERAL 
SOUTH AFRICA 


Auditing to build public confidence 


